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Managing Member

Charles River Brokerage LLC

We have audited the accompanying statement of financial condition of Charles River Brokerage LLC the

Company as of December 31 2010 you are filing pursuant to Rule 17a-5 under the Securities Exchange Act of

1934 This financial statement is the responsibility of the Companys management Our responsibility is to express an

opinion on this financial statement based on our audit

We conducted our audit in accordance with auditing standards generally accepted in the United States of America

Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the

financial statement is free of material misstatement An audit includes consideration of internal control over financial

reporting as basis for designing audit procedures that are appropriate
in the circumstances but not for the purpose

of expressing an opinion on the effectiveness of the Companys internal control over financial reporting

Accordingly we express no such opinion An audit includes examining on test basis evidence supporting the

amounts and disclosures in the financial statements An audit also includes assessing
the accounting principles used

and significant estimates made by management as well as evaluating the overall financial statement presentation We
believe that our audit provides reasonable basis for our opinion

In our opinion the fmancial statement referred to above
present fairly in all material

respects
the financial position

of Charles River Brokerage LLC as of December 31 2010 in conformity with accounting principles generally

accepted in the United States of America

Boston Massachusetts

February 28 2011

Grant Thorntnn LLP

Li member hrm of Graof Thorofoo Ioterootiooal Ltd



CHARLES RIVER BROKERAGE LLC

Statement of Financial Condition

December 31 2010

ASSETS

CURRENT ASSETS

Cash and cash equivalents 12083653

Marketable security 4746

Accounts receivable net 610189

Revenue earned not yet billed 635002

Prepaid expenses and other assets 146646

Receivable from member 171030

Cash deposit with clearing broker 250000

Fixed assets at cost less accumulated depreciation of $164156 226455

Total assets 14127721

LIABILITIES AND MEMBERS EQUITY

CURRENT LIABILITIES

Accounts payable and accrued expenses 364014

Deferred rent 38248
Total current liabilities 402262

Deferred compensation 621968

Deferred rent 103537

Total liabilities 1127767

Members equity 12999954

Total liabilities and members equity 14127721

The accompanying notes are an integral part of these financial statements



CHARLES RIVER BROKERAGE LLC
Notes to Statement of Financial Condition

December 31 2010

NOTE ORGANIZATION AND NATURE OF BUSINESS

Charles River Brokerage LLC the Company was organized as single member limited liability company

SMIJC under the laws of the Commonwealth of Massachusetts on March 25 2004 On April 26 2010 the

Company formed wholly owned subsidiary Charles River Brokerage Canada Ltd in British Columbia Canada

The Company is wholly-owned subsidiary of Charles River Systems Inc the Ivlember and operates under the

terms of Single Member Operating Agreement dated April 2004 as amended on April 2009 Under this form

of organization the Members liability for the debts of the Company is limited The Company commenced

operations on November 2004 Inception

The Company is registered as broker-dealer in securities under the Securities and Exchange Act of 1934 Act
and is

non-clearing
member of the Financial Industry Regulatory Authority The Company does not carry

customer accounts and is accordingly exempt from Rule 5c3-3 the Customer Protection Rule of the Securities

and Exchange Act of 1934 the Act pursuant to Section k2ii of the Customer Protection Rule The

Company enters into Interface Testing and Maintenance Agreements ITMA with other broker dealers whereby

the company receives commissions on certain trades executed by such broker dealers During 2010 the Company
became provider of Alternative trading systems ATS The Company provides electronic execution capabilities

for buy-side clients through the Charles River Equity Crossing CReX system This system incorporates global

real-time electronic trading via the Financial Information Exchange FIX through broker-neutral network

Additionally the Company can act as soft-dollar broker-dealer for institutions making soft dollar payments under

the Safe Harbor provision of Section 28e of the Securities Exchange Act of 1934 for research and brokerage

services relating to but not limited to the Investment Management Systems IMS provided by the Member

However the Company has not earned any revenue acting as soft-dollar broker since inception

The Company receives significant support from the Member The Member provides information technology

support and accounting and other back-office services under Service Agreement dated April 2004 the Service

Agreement as described in Note to the fmancial statements The Member also makes payments for expenses

incurred by the Company in the normal course of business At December 31 2010 the Company had net due

from the Member of $171030 resulting from customer payments made to the Member rather than the company

The accompanying statement of financial condition has been prepared from the
separate

records maintained by the

Companys Member and may not necessarily be indicative of the financial condition of the Company that would

have existed if the Company had operated as an unaffiliated company

NOTE SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Princ4iles of Consolida don

The accompanying statement of financial condition include the accounts of Charles River Brokerage LLC and its

wholly owned subsidiary Charles River Brokerage Canada Ltd All significant intercompany balances and

transactions have been eliminated in consolidation



CHARLES RIVER BROKERAGE LLC
Notes to Statement of Financial Condition Continued

December 31 2010

NOTE SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES Continued

Cash and Cash Equivalent

For purposes of the statement of financial condition the Company considers all highly liquid investments

purchased with an original maturity of ninety days or less at the time of purchase to be cash equivalents Included

in cash and cash equivalents at December 31 2010 is $10470110 invested in U.S Treasury obligations money
market funds

Fair Value Measurement

The Company utilizes various methods to measure the fair value of its investments on recurring basis US

GAAP establishes hierarchy that prioritizes inputs to valuation methods Fair value is defined as the price that

would be received to sell an asset or paid to transfer liability i.e the exit price in an orderly transaction

between market participants at the measurement date The three levels of
inputs are

Level Unadjusted quoted prices in active markets for identical assets or liabilities that the Fund has the ability

to access

Level Observable inputs other than quoted prices included in level that are observable for the asset or

liability either directly or indirectly These inputs may include quoted prices for the identical instrument on an

inactive market prices for similar instruments interest rates prepayment speeds credit risk yield curves default

rates and similar data

Level Unobservable
inputs

for the asset or liability to the extent relevant observable
inputs are not available

representing the Funds own assumptions about the assumptions market participant would use in valuing the

asset or liability and would be based on the best information available

The availability of observable inputs can vary from security to security and is affected by wide variety of factors

including for example the
type

of security whether the security is new and not yet
established in the marketplace

the liquidity of markets and other characteristics particular to the
security

To the extent that valuation is based

on models or inputs that are less observable or unobservable in the market the determination of fair value

requires more judgment Accordingly the degree of judgment exercised in determining fair value is
greatest

for

instruments categorized in level

The inputs used to measure fair value may fall into different levels of the fair value hierarchy In such cases for

disclosure purposes the level in the fair value hierarchy within which the fair value measurement falls in its

entirety is determined based on the lowest level input that is significant to the fair value measurement in its

entirety

Investments in securities listed on national exchange are valued at the composite close price on the day of

valuation Securities traded in the over-the-counter market and listed securities for which no sale is reported on

that date are stated at mean of the current bid and asked prices The resulting unrealized gains and losses are

reflected in the statement of operations Realized gains and losses from securities transactions are determined on

the basis of identified cost

The Companys cash equivalents represent
U.S Treasury obligations money market mutual funds



CHARLES RIVER BROKERAGE LLC
Notes to Statement of Financial Condition Continued

December 31 2010

NOTE SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES Continued

Our marketable security consists of an investment in single stock and is classified as trading security which is

recorded at fair value

The following tables
represent

the Companys fair value hierarchy for its cash equivalent and marketable security

as of December 31 2010

Marketable Cash

Valuation Inputs Security Equivalent

Level Quoted Prices 4746 10470110
Level Other Significant Observable Inputs

Level Significant Unobservable Inputs

4746 10470110

There were no transfers between Level or in 2010

Cash Deposit with Clearing Broker

The Company has $250000 deposit with its clearing broker as further described in Note

Accounts Receivable Net

Accounts receivable are derived from fees to customers under the Companys ITMAs The Company provides

credit in the normal course of business primarily to large financial services companies and to smaller broker-

dealers The Company does not require collateral or other security The Company maintains reserves for

potential credit losses when
necessary

and determined that no allowance for doubtful accounts was necessary at

year end

Fixed Assets

Fixed assets are stated at cost Depreciation and amortization are provided using the straight-line method over

the estimated economic lives of assets as follows

Estimated Life Years

Computer software and hardware

Telecommunications equipment

Furniture fixtures and equipment 10

Leasehold improvements Shorter of expected life

or term of lease

Expenditures for additions renewals and betterment of property and equipment are capitalized Expenditures for

repairs and maintenance are charged to expense as incurred As assets are retired or sold the related cost and

accumulated depreciation are removed from the accounts and any resulting gain or loss is included in the results

of operations



CHARLES RIVER BROKERAGE LLC
Notes to Statement of Financial Condition Continued

December 31 2010

NOTE SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES Continued

Income Taxes

As an SMILLC the Company is treated as disregarded entity i.e branch for federal and state tax purposes Any

taxes imposed on the income of the SMLLC are either borne by the Member or its shareholder on its related tax

return The Canadian subsidiary which was started in 2010 incurred some legal startup
and organization expenses

Any Canadian tax benefit would be immaterial

The Company adopted and implemented Generally Accepted Accounting Principles GAAP guidance pertaining

to Accounting for Uncertainty in Income taxes for its annual financial statements on January 2009 The

company evaluated its uncertain tax positions as of January 2010 and concluded that it had no significant

uncertain tax positions
for which it is not reasonably possible

that the amounts of unrecognized tax benefits will

significantly change in the next twelve months As such no differences have been recognized and no significant

adjustments are expected in the next twelve months The Companys tax
years beginning 2007 to 2010 remain

subject to examination by the
taxing authorities The Company would include interest and penalties

if
applicable

in income tax expense

Use ofEsthnates

The preparation of the financial statement in conformity with accounting principles generally accepted in the

United States of America US GAAP requires management to make estimates and assumptions that affect the

reported amounts of assets and liabilities and disclosures of contingent assets and liabilities at the date of the

financial statement Actual results could vary from these amounts The Companys significant estimates include

the recoverability of its accounts receivable and revenue earned not yet
billed as well as the valuation of the

Members stock used in determining the deferred compensation expense

NOTE FIXED ASSETS

Fixed assets are carried at cost less accumulated depreciation and depreciated using the straight-line method over

the estimated economic life of the asset Expenditures for maintenance and
repairs are recognized as expenses in

the statement of operations when incurred while additions and improvements are capitalized

Fixed assets consisted of the
following at December 31 2010

Furniture and fixtures 41526

Computer hardware 139646

Office equipment 1218

Telecommunications equipment 14657

Leasehold improvements 150706

Computer software 42858

390611

Less accumulated depreciation and amortization 164156

226455



CHARLES RIVER BROKERAGE LLC
Notes to Statement of Financial Condition Continued

December 31 2010

NOTE RELATED-PARTY TRANSACTIONS

The Company entered into the Service Agreement with the Member to facilitate the equitable allocation of shared

expenses on pro-rata basis as well as certain direct expenses incurred by the Member on behalf of the Company
The Company also participates in the Members 401k benefit plan The Member has defined contribution plan

Internal Revenue Code Section 401k plan covering substantially all employees of the Company The Member

matches portion of the participants voluntary contributions

Deferred Compensa don Awards

The Member provides awards to employees of the Company winch are granted under the Charles River

Systems Inc Phantom Stock Unit Plan These awards are accounted for as liability type
awards Under the

liability method compensation expense is recorded at each reporting period based on the estimated fair value

as determined by the Board of Directors of the Member of the vested portion
of stock options or Phantom

Units less the exercise value The plan is administered by the Board of Directors of the Member including the

determination of the number of units to be awarded under the plan Units awarded under the plan are subject

to vesting requirements and certain triggering events

The Phantom Stock Unit Plan activity is summarized below

Qualified Weighted Average

Phantom Exercise Price Exercise Price

Stock Units per Unit
per

Unit

Outstanding December 31 2009 20700 $6.12 $29.91 $18.02

Granted

Forfeitures

Outstanding December 31 2010 20700 $6.12 $29.91 $18.02

Exercisable December 31 2010 17325 $6.12 $29.91 $16.02



CHARLES RIVER BROKERAGE LLC
Notes to Statement of Financial Condition Continued

December 31 2010

NOTE COMMITMENTS AND CONTINGENT LIABILITIES

The Company has clearing agreement with clearing broker-dealer The agreement provides for monthly

payments to the broker-dealer of $10000 beginning December 2008 and thereafter Additionally the Company

paid $250000 to the broker-dealer as deposit in July 2008 as provided for in the agreement in
anticipation of

larger trading volumes with the broker-dealer

Leases

The Company conducts its operations in office facilities leased as co-tenant with the member through February

2014 The lease contains escalation clauses which increase the rent over time The result of these increases is

reflected in the rent payments below At December 31 2010 minimum annual rental commitments under non-

cancelable leases were as follows

Fiscal Year

2011 138265

2012 143172

2013 146620

2014 36795

464852

The lease agreement includes rent escalation and landlord allowances which are accounted for on straight
line

basis The net effect of the
straight

line
expense recognition is deferred liability of $141784 at December 31

2010

NOTE CONCENTRATIONS OF CREDIT RISK

As of December 31 2010 two customers accounted for 30% of the Companys accounts receivable customer

accounted for lS% of the Companys revenue earned not yet billed

During the
year

ended 2010 the Company maintained 100% of its U.S demand deposit accounts and money
market accounts with bank During the year these accounts had balances in excess of federal insured limits The

Company has not experienced any losses in these accounts

Additionally the U.S Treasury money market funds are subject to market risks

10



CHARLES RIVER BROKERAGE LLC
Notes to Statement of Financial Condition Continued

December 31 2010

NOTE NET CAPITAL REQUIREMENTS

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule Rule 5c3-1

which requires the maintenance of minimum net capital and requires that the
percentage

of
aggregate

indebtedness

to net capital both as defined shall not exceed 15 to At December 31 2010 the Company had net capital of

$11921454 which was $11838298 in excess of its minimum net capital required of $83156 The Companys ratio

of aggregate indebtedness to net capital as of December 31 2010 was .09 to

Proprietary accounts held at the Clearing Broker TAIB assets are considered allowable assets in the computation

of net capital pursuant to an agreement between the Company and the Clearing Broker which requires among other

things that the Clearing Broker perform computation of PAIB assets similar to the customer reserve computation

set forth in Rule 15c3-3

NOTE SUBSEQUENT EVENTS

TheCompany evaluated its December 31 2010 statement of financial condition for subsequent events through the

date the financial statements is issued The Company is not aware of any subsequent events which would require

recognition or disclosure in the financial statements

11


